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About This Report

Federal Student Aid, a principal office of the United States Department of Education, is
required by legislation to produce an Annual Report, which details Federal Student Aid’s
financial and program performance. The Federal Student Aid Annual Report for Fiscal Year
2013 is a comprehensive document that provides an analysis of Federal Student Aid’s
financial and program performance results. The report enables the President, Congress, and
the public to assess the organization’s performance relative to its mission, and determine
whether Federal Student Aid has demonstrated accountability for the resources entrusted to it.

This report presents information about Federal Student Aid’s performance as a Performance-
Based Organization, its accomplishments, initiatives, and challenges, as required by Office of
Management and Budget Circular A-11, Preparation, Submission and Execution of the
Budget, Part 6, Section 260, and Circular A-136, Financial Reporting Requirements. The
report also satisfies the requirements included in the following federal statutes:

Federal Managers’ Financial Integrity Act of 1982

Chief Financial Officers Act of 1990

Government Performance and Results Act of 1993

Government Management Reform Act of 1994

Federal Financial Management Improvement Act of 1996

Higher Education Amendments of 1998

Reports Consolidation Act of 2000

Improper Payment Information Act of 2002

Government Performance and Results Modernization Act of 2010
Improper Payments Elimination and Recovery Act of 2010

The United States Department of Education, of which Federal Student Aid is a principal office,
produces the Agency Financial Report. This report provides a comprehensive view of the
Department’s stewardship over its resources and includes a summary of the information
contained in the Federal Student Aid Annual Report. The Fiscal Year 2013 Agency
Financial Report can be accessed by clicking on the link above.
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Letter from the Chief Operating Officer of Federal Student Aid

Letter from the Chief Operating Officer of Federal Student Aid

Federal Studen

DEPARTMEMNT of EDUCATION

FROUD SPONSOR ﬂf‘
the AMERICAN MIND

Dear Federal Student Aid Colleagues, Partners, and Customers:

I am honored to present the Fiscal Year (FY) 2013
Annual Report for Federal Student Aid (FSA). This
report provides a comprehensive overview of Federal
Student Aid’s progress over the last year.

Federal Student Aid witnessed some significant
milestones in FY 2013. The federal student loan
portfolio crossed the $1 trillion threshold, reflecting an
increase of 9.7 percent from FY 2012. The total
number of borrowers with outstanding loans rose to
40 million, an increase of 5.3 percent from the
previous year. As the nation’s economy improved, we
began to see the total amount of aid disbursed and
students assisted actually decrease to $137.6 billion
disbursed to more than 14 million students and their
families.

As always, our first priority remains focused on
serving our customers and facilitating access to
postsecondary education. Federal Student Aid
applied particular efforts to increase accessibility to the Free Application for Federal
Student Aid (FAFSA®M) and ease of use. As a result, the average time to complete a
FAFSA application in the 2012—-2013 application cycle was down to 22 minutes, a
significant improvement from 60 minutes or more found in the 2009-2010 application cycle.
We also saw a greater adoption of automated retrieval of income tax data from the Internal
Revenue Service into the FAFSA application. More than 9 million applicants used the
automated retrieval feature during the 2012-13 application cycle.

James W. Runcie
Chief Operating Officer

Federal Student Aid also utilized online tools to improve customer engagement and support
its legislative requirement to raise public awareness about the availability of federal student
aid and to further drive access. FSA’s website consolidation has exceeded customer
service expectations and in one year, StudentAid.gov received 31.5 million unique visitors.
During FY 2012-2013, FSA’s Facebook friends, Twitter followers, and YouTube
subscribers increased at substantial rates ranging from 500 percent to 1,250 percent.
Additionally, FSA developed the Financial Aid Toolkit, a website that features pre-made
presentations, how-to guides and publications organized by target audience and topic for
use by counselors, educators and community organizations for customizing their own
college access and outreach strategies.

Federal Student Aid, in conjunction with our colleagues from across the Department, also
worked to develop new resources like the Model Award Letter, also known as the Shopping
Sheet, to make it easier for students and their families to compare college costs and make
informed decisions about higher education. We also helped produce the College
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Scorecard by providing the data that delivers easy-to-understand information about each
college’s graduation rate, net price, the median amount of funds borrowed, and the share of
students that default on their loans.

In 2013, Federal Student Aid developed new tools and resources to help student borrowers
manage their financial obligations and mitigate the incidence of default and delinquency.
Launched in March, the Repayment Estimator allows student borrowers to view and
compare repayment plans, providing comparisons between monthly payment amounts,
total amounts paid, and total interest paid based on each plan. Furthermore, we introduced
the Pay As You Earn Plan in December, which helps borrowers manage their student loan
burden by limiting monthly payments to 10 percent of their discretionary income. More than
60,000 borrowers have taken advantage of this plan since its introduction.

Federal Student Aid worked with our loan servicers to enhance loan counseling for armed
service veterans, increasing awareness of benefits such as the Public Service Loan
Forgiveness repayment program. We also successfully implemented regulatory changes to
Total and Permanent Disability Discharges and completed the transition of all remaining
borrowers from our legacy servicing platform. To increase awareness of Federal Student
Aid’s programs, products and services, we began airing a new public service
announcement last spring, which has resulted in 1.7 billion total impressions with a total
media value of over $17 million.

In addition to providing these resources and tools for students and families, Federal
Student Aid carried on our work with schools, better equipping them to manage the Title IV
programs on their campuses. This past year, we conducted 12 workshops and 14
webinars on Title IV administration, and held our annual training conference for more than
5,000 financial aid professionals. Likewise, we strengthened our programs by increasing
our monitoring and oversight activities. We developed a new unit focused solely on
oversight of third-party school servicers. Additionally, we established a central office to
receive and manage school compliance complaints from students and parents to more
effectively respond to the needs of our customers and highlight to schools areas of non-
compliance, as necessary.

These successes were only possible due to the incredible dedication of the Federal
Student Aid workforce, and their commitment to making postsecondary education possible
for every American. | want to thank them and acknowledge their work and service.

Sincerely,

James W. Runcie

Chief Operating Officer
Federal Student Aid

U.S. Department of Education
December 11, 2013

Federal Student Aid Annual Report—FY 2013



Table of Contents

a7

Table of Contents

Letter From the Chief Operating Officer of Federal Student Aid

ii Federal Student Aid at a Glance

iv How Federal Student Aid Benefits the Public
v Guide to Federal Student Aid Programs
vii Introduction to the Federal Student Aid Annual Report

Management’s Discussion and Analysis

3 Mission And Organizational Structure
13 Performance Management
13 Performance Management Processes at Federal Student Aid
15 FY 2013 Strategic Goals, Objectives, and Performance Metrics
27  Agency Priority Goal

28  Quality of Performance Data

29 Financial Management Discussion and Analysis
40 Analysis of Systems, Controls and Legal Compliance
45 Limitations of Financial Statements

Annual Performance Report

50 Introduction to the Annual Performance Report
52 Performance Results by Strategic Goal

53 Strategic Goal A:  Provide superior service and information to students and
borrowers.

58 Strategic Goal B:  Work to ensure that all participants in the system of
funding postsecondary education serve the interests of
students, from policy to delivery.

60 Strategic Goal C: Develop efficient processes and effective capabilities
that are among the best in the public and private
sectors.

62 Strategic Goal D:  Ensure program integrity and safeguard taxpayers’
interests.

66  Strategic Goal E:  Strengthen FSA'’s performance culture and become one
of the best places to work in the federal government.

67 FY 2013 Accomplishments of Federal Student Aid
71 Legislative and Regulatory Recommendations

72 Annual Bonus Awards

73 Report of the Federal Student Aid Ombudsman

Federal Student Aid Annual Report—FY 2013 I i



Table of Contents

79

155

159

FINANCIAL SECTION

81

83
87
123

125
129

Message From the Chief Financial Officer
Financial Statements

Notes to the Financial Statements

Required Supplementary Stewardship Information
Required Supplementary Information

Independent Auditors’ Report

Other Information

Appendices

161
165

Appendix A: Glossary of Acronyms and Terms
Appendix B: Availability of the Federal Student Aid Annual Report

Federal Student Aid Annual Report—FY 2013 I i



Federal Student Aid At A Glance

Federal Student Aid at a Glance

Established as a Performance-Based Organization

Headquarters

Website

FY 2013 Administrative Budget

Total Employees

Regional Offices

Total Applications Processed

Total Postsecondary Students Served

Total Federal Student Aid Delivered

Mission

1998

830 First Street, NE
Washington, DC 20202
StudentAid.gov

$1.4 billion

1,246 employees

10

21 million

14 million
$137.6 billion

Funding America’s Future,
One Student at a Time
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How Federal Student Aid Benefits the Public

How Federal Student Aid Benefits the Public

Designated as a Performance-Based Organization in 1998, Federal Student Aid (FSA) performs
a vital service within the system of funding postsecondary education in the United States. As a
principal office of the United States Department of Education (the Department), FSA ensures
that all eligible Americans have access to federal financial assistance for education or training
beyond high school. In Fiscal Year (FY) 2013, FSA supported the funding of billions of dollars
in student financial aid, which enabled millions of students to attend college or career school.
The list below details some of the ways in which the organization serves the public. FSA
ensures that students and their families benefit from its programs by:

e Informing students and families of the availability of the federal student aid programs and on
the process of applying for and receiving aid from those programs;

e Developing the Free Application for Federal Student Aid (FAFSA®M) and processing over
21 million FAFSA submissions;

e Accurately disbursing, reconciling, and accounting for all federal student aid funds that are
delivered to students each year through approximately 6,200 colleges and career schoaols;

¢ Managing the outstanding federal student loan portfolio and securing repayment from
federal student loan borrowers;

o Offering free assistance to students, parents, and borrowers throughout the entire financial
aid process; and

e Providing oversight and monitoring of all program participants—schools, financial entities,
and students—to ensure compliance with the laws, regulations, and policies governing the
federal student aid programs.

While FSA employees are committed to assisting students in achieving their postsecondary

education goals, they also provide benefits to the community through direct service. The ideals

of service are demonstrated through their participation in various government, Departmental,
and FSA-sponsored community service programs. Employee efforts have positively influenced
the community in the following ways:

e Tutoring students at local area schools;

e Contributing to various charities through the Combined Federal Campaign;

¢ Donating food to various food banks, through the Feds Feed Families program, a
government-wide food drive;

e Supporting and participating in the Susan G. Komen Race for the Cure;
¢ Donating holiday gifts to children in local schools though the Operation Santa program; and

e Assisting in the renovation and rebuilding of affordable housing for families through the
Habitat for Humanity program.
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Guide to Federal Student Aid Programs

FSA delivered $137.6 billion in federal financial student aid to approximately 14 million students
in FY 2013. This aid was provided in the form of low-interest loans, grants, and work-study
funds to cover expenses, such as tuition and fees, room and board, books and supplies, and
transportation. The three main categories of federal student aid are:

e Loans
o Student aid funds that are borrowed to help pay for eligible education programs and
must be repaid with interest;
e Grants
o Student aid funds that do not have to be repaid (unless other conditions apply); and
o Work-Study
o A part-time work program that allows students to earn money to help pay for school.

The information below presents a brief overview of the various aid programs included in each
category. For more information about the FSA programs, please refer to page 37 of the
Department of Education Federal Program Inventory, Student Financial Assistance.

Loans
e Direct Subsidized Loans
o Federal loans based on financial need made to undergraduate students for which the

federal government does not charge interest while the borrower is in school, in grace,
or in deferment status. For Direct Subsidized Loans first disbursed between
July 1, 2012, and July 1, 2014, the borrower is responsible for paying any interest that
accrues during the grace period. If the interest is not paid during the grace period, the
interest will be added to the loan’s principal balance.

e Direct Unsubsidized Loans
o Federal loans made to undergraduate students and graduate students for which the
borrower is fully responsible for paying the interest regardless of the loan status.
Interest on unsubsidized loans accrues from the date of disbursement and continues
throughout the life of the loan.

e Direct PLUS Loans
o Federal loans made to graduate or professional students and parents of dependent
undergraduate students for which the borrower is fully responsible for paying the
interest regardless of the loan status.

e Direct Consolidation Loans
o Federal loans made that allow the borrower to combine one or more federal student
loans into one new loan. The borrower will only have to make one monthly payment
on the consolidation loan and the repayment term of the loan may be longer than the
terms on the original loans.

o Federal Perkins Loans
o Federal student loans, made by schools, to undergraduate and graduate students who
demonstrate financial need. Participating schools receive a certain amount of funds
each year from FSA for distribution under this program, which supplement funds in a
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school’s revolving fund, from which new disbursements are made. Once the full
amount of the school’s funds has been awarded to students, no more loans can be
made under this program for the year.

Grants

Federal Pell Grants
o Federal financial aid awarded to undergraduate students with demonstrated financial
need. This form of aid does not require repayment.

Federal Supplemental Educational Opportunity Grants
o Federal grants distributed under this program are administered directly by the
financial aid office at each patrticipating school and are known as “campus-based”
aid. Each participating school receives a certain amount of Federal Supplemental
Educational Opportunity Grant funds each year from FSA. Once the full amount of
the school’s grant funds has been awarded to students, no more awards can be
made under this program for the year.

Teacher Education Assistance for College and Higher Education Grants
o Federal grants awarded annually to eligible undergraduate or graduate students who
agree to teach mathematics, science, or other specialized subjects in high-need
schools for at least four years, within eight years of their graduation. Eligible students
may be awarded grants totaling up to $4,000 annually. If students fail to fulfill the
service requirements, the grants will convert to Direct Unsubsidized loans, with
interest accrued from the time of the award.

Iraq and Afghanistan Service Grants
o Federal grants awarded to students who are not eligible for a Federal Pell Grant on
the basis of Expected Family Contribution, but meet the remaining Federal Pell
Grant eligibility requirements, and:
= Have a parent or guardian who was a member of the U.S. Armed Forces and
died as a result of military service performed in Iraq or Afghanistan after the
9/11 events; and
= Were under 24 years old or enrolled in college at least part-time at the time of
the parent or guardian’s death.

Federal Work-Study

Federal program that provides part-time jobs for undergraduate, graduate and
professional students with financial need, allowing them to earn money to help pay
education expenses. The program is available to full-time or part-time students and
encourages community service work. The work is often related to the student’s course of
study and is administered by the schools who participate in the Federal Work-Study
program.

FSA provides several options for students to finance their education; however, to obtain
federal financial aid, prospective aid recipients must complete the financial aid process. For
more information on obtaining federal student aid and to see a graphic of the financial aid
process, click on StudentAid.gov/financial-aid.

Federal Student Aid Annual Report—FY 2013 I
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Introduction to the Federal Student Aid Annual Report

The FY 2013 Federal Student Aid Annual Report provides financial and performance
information that enables the President, Congress, and the public to assess how FSA has
performed in accomplishing its mission and achieving its goals. The report is organized into
the following sections:

The Management’s Discussion and Analysis section provides an overview of the entire
Federal Student Aid Annual Report. It includes a synopsis of FSA’s mission and its
organizational structure, as well as the organization’s fiscal year financial and performance
highlights, which are discussed in more detail within the subsequent sections of this report.
This section also contains a discussion of the organization’s systems, controls, and
compliance with laws and regulations. The section concludes with the subsection, Limitations
of Financial Statements, which provides the context in which the financial statements should
be reviewed.

The Annual Performance Report presents the strategic goals included in the Federal
Student Aid: Strategic Plan, Fiscal Years 2012-16 and discusses the results of the various
performance metrics as related to each strategic goal. Targets established for each
performance metric are compared to FSA’s actual performance during the year. These
results are presented to demonstrate the organization’s effectiveness in accomplishing its
mission. The Annual Performance Report also presents the fiscal year accomplishments of
the organization and discusses the process by which it provides legislative and regulatory
recommendations to the Department on issues that affect federal student financial aid. The
Annual Performance Report concludes with the subsections, Annual Bonus Awards, which
details executive compensation in the organization, and the Report of the Federal Student Aid
Ombudsman, which details its processes in assisting borrowers in obtaining resolutions to
federal student aid issues.

The Financial Section provides a detailed view of FSA’s stewardship and accountability for
its resources. The section includes the Message from the Chief Financial Officer, the audited
financial statements, and the accompanying notes to the financial statements. It concludes
with the subsections, Required Supplementary Stewardship Information, Required
Supplementary Information, and the Independent Auditors’ Report.

As part of the Financial Section, the Independent Auditors’ Report subsection presents the
combined audit report issued by the Independent Auditors. The subsection consists of the
Office of Inspector General Audit Transmittal Letter and the combined Independent Auditors’
Report, which includes the Opinion on the financial statements, the Report on Internal Control,
and the Report on Compliance and Other Matters. The subsection concludes with the
Management’s Response to the Audit, which is the official response of FSA’s executive
management to the findings and recommendations contained in the audit report.

The Other Information section includes the Schedule of Spending, which presents an
overview of how and where FSA spent its money during the fiscal year. This section also
provides links to the Department’s FY 2013 Agency Financial Report, which includes a
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discussion of FSA’s improper payments in compliance with the Improper Payment Information
Act of 2002, as amended by the Improper Payments Elimination and Recovery Act of 2010.
The section concludes with a link to the Summary of Financial Statement Audit and
Management Assurances and a link to FSA’s Management Challenges.

The Appendices section includes the glossary of acronyms and terms, and the details on the
availability of this Annual Report.
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and Analysis

Federal Student Aid | rowsrovecner,

An OFFICE of the U.S. DEPARTMENT of EDUCATION
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Fiscal Year 2013 Financial and Performance Highlights
of Federal Student Aid

Operational Highlights

FY 2013 Difference ' orcentage
Change
Total Student Aid Loan Portfolio* $ 1,040 billion | $ 948 billion | $ 92 billion 9.7%
Total Federal Student Loan Borrowers Qutstanding 40 million 38 million 2 million 5.3
Total Number of Postsecondary Education Institutions 6,178 6,252 (74) (1.2)
Audit Opinion Unqualified Unqualified Not applicable| Not applicable

Financial Highlights

Dollars in millions

0 0 Difference o
Total Assets $ 897,245 | $ 752,738 | $ 144,507 19.2%
Total Liabilities 867,251 729,965 137,286 18.8
Net Position 29,994 22,773 7,221 31.7
Net Cost (13,422) 10,683 (24,105) (225.6)
Total Budgetary Resources Available for Spending
(Budgetary Credit Reform Financing Accounts) 55,748 56,695 (947) (1.7)
Total Budgetary Resources Available for Spending
(Non-Budgetary Credit Reform Financing Accounts) 256,711 269,586 (12,875) (4.8)
Total Outlays, Net
(Budgetary Credit Reform Financing Accounts) (7,136) 3,774 (10,910) (289.1)
Total Outlays, Net
(Non-Budgetary Credit Reform Financing Accounts) 148,084 159,988 (11,904) (7.4)

Performance Highlights

FY 2013 FY 2013 Performance
Performance Measures
Target Actual Results
Met
Customer Satisfaction Score (ACSI) 78.0 78.4
Percent of Borrowers>90 Days Delinquent <=10.1% 8.3%
. Met
Collection Rate** $34.31 $41.57 -

*The amounts provided for the Total Student Aid Portfolio includes both amounts managed by Federal
Student Aid and federal loans held by lenders or schools.

**Collection Rate for the purpose of this metric is defined as the amount of dollars collected from borrowers
in the fiscal year per dollar spent to collect.
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Mission and Organizational Structure

Mission and Organizational Structure

Federal Student Aid (FSA), a principal office of the United States (U.S.) Department of
Education (the Department), seeks to ensure that all eligible individuals can benefit from
federal financial assistance for education beyond high school. As the nation’s largest provider
of student financial aid, FSA is responsible for implementing and managing federal student
financial assistance programs authorized under the Higher Education Act of 1965, as
amended (HEA). Specifically, Title IV of the HEA (Title 1V) authorizes the federal student
assistance programs for which FSA is responsible. These programs provide grants, loans,
and work-study funds to students attending college or career school.

In order to execute the Title IV programs, FSA is responsible for a range of functions across
the student aid lifecycle, which include:

o Educating students and families about the process of obtaining financial aid;
e Processing millions of student financial aid applications;
e Disbursing billions of dollars in student financial aid,;

e Insuring billions of dollars in guaranteed student loans previously issued by financial
institutions;

e Enforcing financial aid rules and regulations;
e Servicing millions of student loans and helping borrowers avoid default;
e Securing repayment from borrowers who have defaulted on their loans; and

e Partnering with schools, financial institutions, and guaranty agencies to prevent program
fraud, waste, and abuse.

This complex, multifaceted mission calls on a range of staff skills and demands coordination
by all levels of management. Designated a Performance-Based Organization (PBO) by
Congress in 1998, FSA emphasizes tangible results and efficient performance, as well as the
continuous improvement of the processes and systems that support its mission.

FSA Fact

FSA administers the Title IV programs, the largest source of postsecondary education
funding. Examples of the Title IV programs include the Federal Direct Loan, Federal
Pell Grant and Federal Work-Study programs. To learn more about these and other
Title IV programs administered by FSA, visit
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Mission and Organizational Structure

Legislative Authority that Influences the Mission of Federal Student Aid

FSA’s mission is “Funding America’s Future, One Student at a Time.” Historically, there have
been several legislative acts that have significantly impacted FSA as an organization. The
Higher Education Amendments of 1998 established FSA as a PBO, to administer the Title IV
programs at the Department. Several other key pieces of legislation have influenced FSA’s
mission and are detailed in the following table.

Overview of Legislative Authority

e Higher Education Act of 1965, as amended
Created the federal student financial assistance programs known as the Title IV programs.

e Higher Education Amendments of 1992
Initially authorized the William D. Ford Federal Direct Loan Program as a demonstration
pilot.

e Student Loan Reform Act of 1993
Authorized a multi-year phased implementation of the William D. Ford Federal Direct Loan
Program.

e Higher Education Amendments of 1998
Amended the HEA and authorized the designation of FSA as the first PBO in the federal
government.

e Higher Education Reconciliation Act of 2005
Allowed graduate and professional students to utilize the Parent Loans for Undergraduate
Students.

e College Cost Reduction and Access Act of 2007
Authorized the Teacher Education Assistance for College and Higher Education Grant
Program, created the Public Service Loan Forgiveness Program, and established the
Income Based Repayment plan.

e Ensuring Continued Access to Student Loans Act of 2008
Provided the Department with the authority to implement programs to ensure that eligible
students and parents were not denied access to federal student loans during the credit
market disruptions of 2008.

e Higher Education Opportunity Act of 2008
Reauthorized the federal student financial assistance programs, promoted program integrity
and institutional accountability, and established requirements concerning institutions’ net
prices of attendance.

o SAFRA Act
Provided that beginning July 1, 2010, all new loans are to be originated under the Federal
Direct Loan Program.

e Bipartisan Student Loan Certainty Act of 2013
Established that federal student loan interest rates will be tied to financial markets and that
each loan will have a fixed interest rate for the life of the loan.
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Mission and Organizational Structure
FSA Stakeholders

The community of stakeholders in the student aid delivery system includes students and
parents, lenders, guaranty agencies, postsecondary institutions, contracted servicers and
collection agencies, as well as the taxpayers and other federal entities, such as Congress and
the Office of Management and Budget (OMB).

Role of FSA and Participants in the Federal Student Aid System

POSTSECONDARY
INSTITUTIONS

Determine students’ aid
packages and disburse funds.

FFEL LENDERS

Hold and service outstanding
FFELP loans to students.

FSA supports them by
*Monitoring compliance,
<Educating them regarding
policy, and

+Assisting them in meeting
requirements.

THE PRESIDENT,
ED, & OTHERS IN
EXECUTIVE
BRANCH

Set regulatory standards and
policy on student aid funding.

FSA supports them by
*Monitoring compliance,
*Assisting them in meeting
requirements,

FSA supports it by « Paying interest and Special
-Providing data and information Allowance Payment, and

for decision making, and -Educating them regarding
*Providing recommendations for policy.

implementation.

STUDENTS

Receive and repay student aid
to finance postsecondary

education.
FSA supports them by GUARANTY
sIncreasing awareness of

CONGRESS federal student aid, AGENCIES

Sets statutory standards on
student aid funding and
appropriate budgets.

FSA supports it by
<Providing data and
information for decision
making, and

-Providing updates on
operational performance.

*Providing products, services
and tools to ensure consistent,
accurate messaging about the
importance of pursuing
postsecondary education, and
sldentifying students for whom
financial assistance can make
adifference.

FSA-CONTRACTED SERVICERS

1. Service Direct Loan portfolio and portions of FFELP portfolio,
2. Provide systems and services to support FSA’s core operations (e.g.,

Insure FFELP loans and
service their defaulted loan
portfolio.

FSA supports them by
*Monitoring compliance,
«Assisting them in meeting
requirements,

<Educating them regarding
policy, and

<Paying default claims.

applications, disbursement), and
3. Recover funds from defaulted loans.

FSA supports them by

<Acquiring the service,

+Setting performance standards, and
<Overseeing operations.

One of FSA’s responsibilities is to coordinate and monitor the activity of the large number of
federal, state, nonprofit, and private entities involved in federal student aid delivery, within a
statutory framework established by Congress, and a regulatory framework established by the
Department.
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Mission and Organizational Structure

FSA Organizational Structure

FSA currently operates under a functional organizational structure that aligns the organization
closely with its strategic drivers, business objectives, and mission goals. A Chief Operating
Officer (COO), who is appointed to a five-year term by the Secretary of Education (Secretary),
leads FSA. The Secretary appointed James W. Runcie as the COO on September 15, 2011.
The following graphic illustrates the current functional organizational structure of FSA.

Federal Student Aid Functional Organizational Structure

James W. Runcie
Chief Operating Officer
Policy Liaison & Communications Strategic Planning Business Intelligence
Implementation Staff & Outreach Staff & Reporting Staff Staff
| | | 1 | 1 1 1
Business Performance Customer Administrative Risk Program FSA
Technology Operations Glnance Management Experience Services Management Compliance Acquisitions

During Fiscal Year (FY) 2013, the organization operated on an annual administrative budget
of approximately $1.4 billion. FSA is staffed by 1,246 full-time employees and is augmented
by contractors who provide outsourced business operations. The workforce is based in
Washington, D.C., with ten regional offices located throughout the country as reflected in the
following graphic. The number of full-time employees at each location is shown in
parentheses immediately following the location name.

Federal Student Aid Regional Map

DENVER

SEATTLE (14)

KANSAS CITY
(13) 34

CHICAGO
(80) BOSTON
(14)

WASHINGTON DC
(840)

NEW YORK
39

PHILADELPHIA
30)

SAN FRANCISCO
®1)

(45) ATLANTA
(80)
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Mission and Organizational Structure
Programs

The federal student financial assistance programs collectively represent the nation’s largest
source of federal financial aid for postsecondary students. In FY 2013, FSA processed more
than 21 million Free Applications for Federal Student Aid (FAFSA™), resulting in the delivery
of $137.6 billion in Title IV aid to more than 14 million postsecondary students and their
families. These students attend approximately 6,200 active institutions of postsecondary
education that participate in student aid programs and are accredited by dozens of agencies.

PROUD SPONSOR ofo
the AMERICAN MIND

FederalStudentAid

An OFFICE of the U.S. DEPARTMENT of EDUCATION

Types of Federal Student Financial Assistance Programs

e Loan Programs
Student aid funds that must be repaid with interest.

e Grant Programs

Student aid funds that do not have to be repaid (other conditions apply).

e Work-Study Program
A part-time employment program to earn money while in school.

Funding America’s Future, One Student at a Time

FSA Fact

In order to receive federal student aid, students must complete the FAFSA. Completion of
this free application is the first step in obtaining aid. More than 21 million FAFSAs were
processed in FY 2013. To find out more about the FAFSA, go to
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Mission and Organizational Structure

On August 2, 2011, Congress passed the Budget Control Act of 2011 (Pub. L. 112-25), which
put into place automatic federal budget cuts, known as “sequestration”, to take effect if
Congress did not enact legislation to reduce the federal deficit by March 1, 2013. Because
Congress did not act, these budget cuts went into effect. The impact of sequestration on aid
available to students varied by program and is reflected in amounts presented in the following
table. The table below presents a comparison of the amounts of Title IV aid disbursed to
students by program in 2013 and 2012. A summary of each of the Title IV student assistance
programs is presented in the paragraphs that follow the table.

Summary of Federal Aid Disbursed to Students by Program
(Dollars in Millions)

2013 2012 Percent
Aid Disbursed  Aid Disbursed Increase/
Programs to Students to Students Difference (Decrease)

Loan Programs

William D. Ford Federal Direct Loan Program $ 102,497 | $ 105,810 | $ (3,313) (3)%

Federal Perkins Loan Program 1,008 945 63 7

Subtotal Loan Programs 103,505 106,755 | $ (3,250)
Grant Programs

Federal Pell Grant Program $ 32,338 | $ 33,299 | $ (961) (3)%
Federal Supplemental Educational

Opportunity Grant Program 739 715 24 3
Academic Competitiveness Grant Program - 5 (5) (100)
National Science and Mathematics Access to

Retain Talent Grant Program - 4 (4) (100)
The Teacher Education Assistance for College

and Higher Education Grant Program 106 120 (14) (12)
Other Grant Programs/Rounding 1 - 1 N/A
Subtotal Grant Programs $ 33,184 | $ 34,143 | $ (960) (3)%

Work-Study Programs

Federal Work-Study Program $ 959 | $ 965 | $ (6) (1)%

Grand Total $ 137,648 | $ 141,863 | $  (4,215) (3)%

Aid disbursed to students as cited in the table above, and in the following sections concerning the Federal Loan
Programs, the Federal Grant Programs and the Federal Work-Study Program in the Management’s Discussion and
Analysis section, excluding the Federal Perkins Loan Program amounts, are derived from amounts from FSA’s and
the Department’s Financial Systems. All amounts are fiscal year-to-date amounts, except for the Federal Perkins
Loan Program, which is reported as an award year amount. The number of awards or recipients reported in the
Management'’s Discussion and Analysis section is derived from amounts used to support the President’s Budget
and is based on award year.

Funding for the Academic Competitiveness Grant and National Science and Mathematics Access to Retain Talent
Grant Programs expired at the end of academic year 2010-11.
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Federal Loan Programs

In fulfilling its program responsibilities, FSA directly manages or oversees more than

$1.0 trillion in outstanding loans—representing nearly 176 million student loans to
approximately 40 million borrowers. These loans were primarily made through the first two
federal student loan programs described below.

The William D. Ford Federal Direct Loan (Direct Loan) Program lends funds directly to
students and parents through participating schools. Created in 1993, this program is funded
by borrowings from the U.S. Department of the Treasury (Treasury), as well as an
appropriation for subsidy costs. As of September 30, 2013, FSA’s portfolio of direct loans
included $679.1 billion in credit program receivables, net of a negative subsidy allowance in
the amount of $65.2 billion. In FY 2013, the Department made $102.5 billion* in net loans to
10.6 million recipients. With the enactment of the SAFRA Act, formerly known as the Student
Aid and Fiscal Responsibility Act, which was included as part of the Health Care and
Education Reconciliation Act of 2010 (HCERA) (Pub. L. 111-152), beginning in July 2010, no
new loans were originated under the Federal Family Education Loan (FFEL) Program.

During FY 2012, the Department offered a short-term initiative, Special Direct Consolidation
Loans (SDCL) to assist eligible borrowers in managing their debt by making one payment to
one entity. Eligible borrowers had to have at least one loan owned by the Department and
one commercially-held FFEL loan in order to qualify for this consolidation opportunity. The
SDCL opportunity began in January 2012 and ended June 30, 2012, but borrowers were
allowed to add additional eligible loans within the 180-day period after the initial SDCL
opportunity had expired. The initiative disbursed approximately $0.6 billion in FY 2013.

Under the Federal Family Education Loan Program, students and parents obtained federal
loans through private lenders. Guaranty agencies insured lenders against borrower default;
the federal government, in turn, reinsured guaranty agencies. Federal subsidies ensured
private lenders earned at least a certain yield on the loans they made. Although the passage
of the SAFRA Act ended the origination of new FFEL Program loans as of July 1, 2010,
lenders and guaranty agencies continue to service and collect outstanding FFEL Program
loans. FSA, FFEL lenders, and guaranty agencies held a FFEL Program loan portfolio of
approximately $423.0 billion, as of September 30, 2013. In FY 2013, FSA made gross
payments of approximately $1.3 billion to lenders for interest and special allowance subsidies
and $9.5 billion to guaranty agencies for reinsurance claims and fees paid to guaranty
agencies for account maintenance, default aversion, and collection activities.

In addition to the above described FFEL Program, the Ensuring Continued Access to Student
Loans Act of 2008 (ECASLA) authorized the Department to implement a number of programs
to ensure credit market disruptions did not deny eligible students and parents access to
federal student loans for the 2008—09 and 2009-10 academic years. Under this authorization,
the Department implemented three activities, two of which allowed for loan purchase
commitments and purchases of loan participation interests. The authority to make these
purchases expired after September 30, 2010; as a result, loan purchase commitments and
purchases of loan participation interests concluded. Although, these programs were
successfully closed-out on October 15, 2010, any loans purchased under the ECASLA
authorization are owned and continue to be serviced by FSA.

*Excludes consolidation loans of $27.4 billion.
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A third program the Department implemented under the authority of ECASLA is the Asset-
Backed Commercial Paper (ABCP) Conduit Program (Conduit) Program. Under this program,
which began operations in mid-2009, the Department entered into forward purchase
commitments with a Conduit. The Conduit issues commercial paper backed by qualifying
student loans made between October 1, 2003, and September 30, 2009. If no other financing
is available to retire this paper as it matures, the Department commits to provide the needed
funds by purchasing the underlying student loans, thereby providing a federal subsidy that has
the effect of providing low cost capital to private lenders. Lenders were able to place loans
into the Conduit until June 30, 2010. By that time, 25 lenders had participated, and backed by
their loans, the Conduit issued a total of $41.5 billion in commercial paper. Under the Put
Agreement with the Conduit, the Department purchases loans subject to certain events, for
example, when a loan becomes 255 days delinquent. As of September 30, 2013, the
Department has purchased $2.6 billion in delinquent loans from the Conduit. The option to
sell loans to the Department ends in January 2014. As of September 30, 2013, the number of
lenders that continue to participate in the Conduit has dropped to two, with a combined
$587.9 million in outstanding loans pledged to the conduit. Twenty lenders removed their
portfolios from the Conduit during FY 2013.

The Federal Perkins Loan Program is one of three campus-based programs through which
the Department provides funds directly to eligible institutions. Funds provided through this
program enable eligible institutions to offer low-interest loans to students based on need. In
FY 2013, approximately $1.0 billion were disbursed through approximately 499,000 campus-
based awards.

Federal Grant Programs

In its responsibility for administering Title IV aid, FSA oversaw the disbursement of
$33.2 billion in grants to 10.8 million recipients via several grant programs. The following
provides a summary for each grant program, including aid disbursed for FY 2013.

The Federal Pell Grant (Pell Grant) Program helps ensure financial access to
postsecondary education by providing grant aid to low-income and middle-income
undergraduate students. As the most need-based of the Department’s student aid programs,
Pell Grants vary according to the financial circumstances of students and their families. In
FY 2013, the Department disbursed $32.3 billion in Pell Grants averaging approximately
$3,678 to more than 9 million students. The maximum Pell Grant award was $5,550 for the
2012-13 award year and increased to $5,645 for the 2013—-14 award year.

The Federal Supplemental Educational Opportunity Grant Program is one of three
campus-based programs through which the Department provides funds directly to eligible
institutions. Funds provided through this program enable eligible institutions to offer grants to
students based on need. In FY 2013, approximately $739.0 million were disbursed through
approximately 1.6 million campus-based awards.

The Teacher Education Assistance for College and Higher Education (TEACH) Grant
Program, authorized by the College Cost Reduction and Access Act of 2007 (CCRAA),
provides up to $4,000 per year to students agreeing to teach mathematics, science, or other
specialized subjects in a high-poverty school for at least four years within eight years of their
graduation. Under sequestration, award amounts for any TEACH Grant first disbursed after
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March 1, 2013, were reduced by 6.0 percent from the award amount for which a recipient
would otherwise have been eligible. The maximum award of $4,000 was reduced by $240,
resulting in a maximum award amount of $3,760. If students fail to fulfill the service
requirements, TEACH Grants convert to Direct Unsubsidized loans, with interest accrued from
the time of the award. This grant program began in the 2008-09 school year, starting July 1,
2008. In FY 2013, the Department disbursed approximately 39,000 grants for $106.0 million
under TEACH.

The Irag and Afghanistan Service Grant Program, which became effective July 1, 2010,
provides non-need-based grants to students whose parent or guardian was a member of the
Armed Forces and died in Iraq or Afghanistan as a result of performing military service after
September 11, 2001. These grants are equal to the maximum Pell Grant for a given award
year. Under sequestration, award amounts for any Iraq and Afghanistan Service Grant first
disbursed after March 1, 2013 were reduced by ten percent from the award amount for which
a recipient would otherwise have been entitled. For example, the 2012—-13 maximum award
of $5,550 was reduced by $555, resulting in a maximum award amount of $4,995; the
2013-14 maximum award of $5,645 is reduced by $564.50, resulting in a maximum award of
$5,080.50. The Department disbursed approximately $206,935 to support less than 1,000
awards in FY 2013.

Federal Work-Study Program

The Federal Work-Study (FWS) Program is one of three campus-based programs through
which the Department provides funds directly to eligible institutions. Funds provided through
this program enable eligible institutions to offer employment to students based on financial
need. In FY 2013, approximately $959.5 million were disbursed through approximately
701,000 campus-based awards.

FSA Fact

The Federal Pell Grant has enabled millions of students to go to college. More than
$32 billion were disbursed for Pell Grants during FY 2013. For more information about
obtaining a Pell Grant, go to
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Vision, Mission, and Core Values

FSA’s vision and mission focus on students and position FSA as not only a provider of federal
student financial aid and services, but also as a trusted source of information to help students
and families make better decisions about their postsecondary education funding options. The
core values reflect FSA employees’ desire to create a high-performing organization and work
environment, while improving operations and services.

PROUD SPONSOR of@
the AMERICAN MIND

Federal Student

An OFFICE of the U.S. DEPARTMENT of EDUCATION

Vision

To be the most trusted and reliable source of student financial aid, information, and
services in the nation

Mission

Funding America’s Future, One Student at a Time

Core Values

e Integrity e Customer Service e Excellence
e Respect e Stewardship e Teamwork

Funding America’s Future, One Student at a Time

As discussed in detail in the next section, FSA has translated this vision into a set of clearly
defined strategic goals and objectives and related measurable performance metrics. The
realization of these goals will enable the organization to accomplish its mission successfully.
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Performance Management

This section of the FSA Annual Report provides a general overview of the performance
management processes at FSA; a summary of FSA’s FY 2013 performance metrics, objectives,
and results; discussion of FSA’s Agency Priority Goal; and discussion of FSA’s efforts to validate
the quality of performance data reported.

Performance Management Processes at Federal Student Aid

FSA uses three tools to establish goals, and to communicate, measure, and report performance.
These tools are the following:

o Five-Year Strategic Plan;
e Annual Performance Report; and
¢ Annual Organizational Performance Review (OPR).

Five-Year Strategic Plan

As part of the strategic planning process, FSA continuously identifies and evaluates key drivers
that significantly influence FSA’s long-term goals and objectives. FSA analyzes these drivers to
identify long-term core strategic goals that will serve as the foundation of FSA’s long-term strategic
planning. These strategic goals collectively provide the framework for continuous improvement at
FSA, guiding the organization in managing its programs more effectively and providing clear
strategic direction to all of FSA’s internal and external constituencies. The strategic goals
developed must be:

appropriate to the mission of the organization;

realistic and measurable;

achievable in the time frame established and challenging in their targets; and

understandable to the layperson (i.e., language is unambiguous and terminology is adequately
defined).

Each strategic goal encompasses objectives and identifies performance metrics to measure FSA’s
level of success in meeting the strategic goal. For each performance metric, FSA identifies a
target level of performance for each fiscal year. FSA sets the target level of performance at a
challenging, but realistic level that is achievable within the timeframe. Meeting or exceeding the
target indicates that FSA succeeded in meeting the performance metric, while falling short of the
target indicates that FSA did not meet the performance metric. The following table summarizes
the key components of the Federal Student Aid: Strategic Plan, FY 2012-16 (FSA Strategic Plan,
FY 2012-16).
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Key Components of FSA Strategic Plan, FY 2012-16

Key Component Description

—

Statements of long-term purpose outlined in
the FSA Strategic Plan, FY 2012-16 that
Strategic Goals define how FSA will accomplish its mission.
These goals are aligned to FSA’s
responsibilities as a PBO.

Statements that describe the tactical
Objectives activities FSA will perform to achieve the
associated strategic goal.

Levels of performance over a period of time
used to gauge FSA’s success in reaching its
strategic goals. These metrics include
targets and timeframes.

Indicators of the desired performance levels
or specific desired results targeted for a
given fiscal year. Targets are expressed in
quantifiable terms and compared to the
actual result to determine level of
performance.

Performance Metrics

Targets

Throughout the fiscal year, FSA measures and analyzes performance based upon performance
metric results. For any performance metrics not on track, FSA’s analysis includes identifying the
root cause of the unexpected result and determining the appropriate corrective actions necessary
to improve performance.

Annual Performance Report

To report progress on meeting the strategic goals, FSA prepares and publishes an Annual
Performance Report. This report is included in FSA’s Annual Report, usually issued in mid-
November. In addition to the Annual Performance Report, FSA’s Annual Report includes FSA
management’s discussion and analysis of financial and performance results, its audited financial
statements and notes, and the report of the independent auditors.

Annual Organizational Performance Review

The Annual OPR is part of the Department-wide performance management system. It operates at
the principal office level and is designed to integrate and align all of the Department’s performance
management elements, including the Department’s Strategic Plan, the Secretary’s annual
priorities, the priorities of the principal offices, and other requirements of law and of the President.
The OPR contains timelines with specific milestones. FSA tracks and reports the status of OPR
metrics to the Department on a quarterly basis.
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FY 2013 Strategic Goals, Objectives, and Performance Metrics

In its earlier strategic plans, FSA focused primarily on achieving operational efficiency and system
integration, both of which are key to its designation as a PBO. As part of the initial update to its
earlier plans, FSA developed and implemented a strategic plan that would improve the overall
system of funding for postsecondary education by (1) equipping students and their families with
better information to make improved decisions about postsecondary education; and (2) actively
shaping the behavior of participants in education funding, by using FSA’s knowledge, data,
oversight authority, and relationships to improve the coordination of all participants in the system.

FSA’s current strategic plan, the FSA Strategic Plan, FY 2012-16, continued to build upon the
most recent goals established in the previous year’s strategic plan, by clarifying the organization’s
objectives and updating performance standards to better reflect the progress made in meeting the
stated objectives. As part of the process of developing this plan, FSA identified the key strategic
drivers listed in the following table.

Relevance to FSA’s Strategic Planning
Process

Key Strategic Driver

The Higher Education Act of 1965 Prescribes Title IV program and PBO
legislation requirements (i.e., improve service, reduce
costs, improve and integrate support
systems, develop delivery and information
systems, and enhance staff development
and talent).

Student and borrower needs Students and borrowers are key customers
of FSA services and products.

Key trends and conditions for the financial | Indicates student aid environment within
aid environment which FSA must operate. Key trends in
FY 2013 are listed below.

¢ Rising cost of attendance for
postsecondary education.

e Decline in availability of nonfederal
sources of postsecondary education
funding.

Anticipated increase in enroliment.
¢ Increase in enrollment at two-year
and proprietary institutions, and

distance learning.

e Increased role of the federal
government in providing funding for
postsecondary education.
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Relevance to FSA’s Strategic Planning
Process

Key Strategic Driver

The Department’s Five-Year Strategic Plan

Requires FSA’s support of the Department’s
strategic goals related to postsecondary
education.

President Obama’s higher education goal
that, by 2020, America will have the
highest proportion of college graduates in
the world

Requires the Department’s and FSA’s
support to achieve goal.

The Office of Inspector General’s
Management Challenges

Requires the Department and FSA senior
management’s consideration for
establishing priorities. The Office of
Inspector General’'s Management
Challenges for FY 2013 include:
Improper Payments;

Information Technology Security;
Oversight and Monitoring; and
Data Quality and Reporting.

The Office of Inspector General and
Government Accountability Office audits

Requires FSA senior management’s
consideration for establishing priorities to
address findings and recommendations.

Federal financial management laws and
regulations

Prescribes financial management
requirements.

Federal performance reporting legislation
and requirements

Prescribes performance and reporting
requirements.

Federal budget deficits

Requires FSA to look for opportunities to
reduce operating costs through improved
efficiency.

FSA identified the following five Strategic Goals based upon analysis of the above key strategic
drivers:

Strategic Goal A: Provide superior service and information to students and borrowers.
Strategic Goal B: Work to ensure that all participants in the system of funding postsecondary
education serve the interests of students, from policy to delivery.

Strategic Goal C: Develop efficient processes and effective capabilities that are among the
best in the public and private sectors.

Strategic Goal D: Ensure program integrity and safeguard taxpayers’ interests.

Strategic Goal E: Strengthen FSA’s performance culture and become one of the best places
to work in the federal government.

The remainder of this section provides a discussion of each strategic goal, including the associated
objectives and a summary of performance metric results. For a more detailed discussion, refer to
the Annual Performance Report section of this document.
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How the remainder of this section is organized

This section is organized by the five strategic goals. For each strategic goal, this section provides
an overview of the goal, lists the associated objectives that support the strategic goal, and details
the performance metrics used to measure performance. Specifically, the following information is
included for each strategic goal:

Strategic Goal: States the strategic goal and provides a discussion of the relevance of this goal
to FSA’s mission.

Objective: Includes a brief discussion of the objectives identified for the strategic goal.

Performance Metrics measured: Includes a brief summary of FSA'’s performance as measured
by the performance metrics for the strategic goal, followed by a table that details, for each
performance metric, the prior year actual results, the current reporting period target, the actual
result, and the page reference to the detail contained in the Annual Performance Report section of
this document. The following is the legend for the performance result indicator included in the
table.

Performance Result Indicator Legend

Performance result met or exceeded the Met
target. D
Performance result did not meet the Not met
target. D
Performance result is not applicable

because the performance metric was not N/A
developed, the performance metric was Q
not implemented, or the required data

were not available in time for inclusion.

The performance metric results reported are as of fiscal year-end (i.e., September 30, 2013)
unless otherwise noted. If the required data are not available as of fiscal year-end in sufficient time
for inclusion, data as of the most recent period available is used. Data as of fiscal year-end may
not be available in some instances, where the required data are obtained from external sources
(i.e., state and private nonprofit guaranty agencies, lenders and loan servicers, grant and loan
recipients, etc.).

FSA Fact

FSA, one of the first federal government offices designated as a Performance Based

Organization, focuses on providing tangible results and efficient management. For
more information about FSA’s performance as a PBO, go to
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Strategic Goal A: Provide superior service and information to students and borrowers.

A major component of FSA’s mission is to ensure that all eligible individuals have access to federal
student aid. In order to achieve this goal, FSA provides information about funding options for
eligible students to help them and their families make well-informed decisions. As a customer-
facing organization, FSA also has an obligation to uphold the highest standards of service when
interacting with its customers: students and their families.

Strategic Goal A aims to actively inform all eligible individuals of their funding options, help
customers make well-informed decisions, provide better services, and improve customer
experience.

Objectives supported:

To support this strategic goal, FSA identified a set of objectives, which includes detailed initiatives
designed to assist with meeting each objective. Meeting each objective will result in accomplishing
the strategic goal. The objectives that support this strategic goal include:

e Objective 1: Take a data-driven approach to better understand our customers and develop
insights from these customers.

o Objective 2: Reach out to potential students more effectively to expand access to
postsecondary education.

e Objective 3: Aggregate and distribute information on the costs and benefits of postsecondary
education programs and on funding options to improve financial literacy and support the
customers’ decision-making.

e Objective 4: Identify students for whom financial assistance can make a difference in
completing a degree or credential and develop a plan to support the President’s 2020 college
completion goal.

o Objective 5: Enhance customer-facing processes to improve the customer experience.

Performance Metrics measured:

To determine the success of FSA’s efforts to meet this strategic goal, FSA identified a set of
performance metrics, including a target level of performance. For this strategic goal, the following
table lists the performance metrics, prior year actual results, FY 2013 target and actual
performance levels, result (i.e., met, not met, etc.), and reference to supporting detail in the Annual
Performance Report section of this document. In summary, FSA met or exceeded the target for
four performance metrics presented under this strategic goal and did not meet the target for one
performance metric.

Federal Student Aid Annual Report—FY 2013 I 18



Management’s Discussion and Analysis

Performance Management

Performance Summary for Strategic Goal A

FY 2011 | FY 2012 FY 2013 FY 2013 Result Reference

Performance Metrics Actual Actual Target Actual Page

% of first-time FAFSA filers
among high school seniors

% of first-time FAFSA filers
aged 19-24 among those in
population that are high — 28.4% 26.0%—28.0% 27.1%
school graduates, no
college

% of first-time FAFSA filers
among workforce aged o 0 0f2 40 0 Met
25+, high school graduates, 3.8% 3.7% 2.8%-3.4% 3.3% - 55

no college

% of first-time FAFSA filers N
among low-income 54.8% 60.3% 57.9%—62.7% 57.1%
students

52.0% 54.0% 52.0%-54.0% 52.2% 53

54

56

Customer Satisfaction

Score (ACSI) 57

78.0 78.5 78.0 78.4

FSA Fact

FSA continues to work to make the process of completing the FAFSA easier and
more efficient. This effort has resulted in an average online completion time of 22
minutes for the FAFSA, a reduction of more than 30 minutes since FY 2009.
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Strategic Goal B: Work to ensure that all participants in the system of funding

postsecondary education serve the interests of students, from policy to
delivery.

FSA plays a vital role within the system of postsecondary education funding in the United States.
While the Department’s Office of Postsecondary Education is responsible for any matters related
to the setting of postsecondary education policy and regulation, FSA collaborates with its
colleagues across the Department and Congress to inform policy and regulations relating to
student financial assistance. Specifically, FSA provides timely and relevant information to the
Department and policymakers to support their decision-making processes concerning issues
related to funding postsecondary education. In addition, FSA has a leadership role in the universe
of postsecondary education funding to ensure that all system participants effectively serve the
interests of students.

To execute delivery of financial assistance, FSA works closely with partners: it coordinates the
activities of different contractors, including servicers and private collection agencies; it provides
oversight of postsecondary institutions; guaranty agencies and lenders; and it directly interacts with
students and their families.

Strategic Goal B aims to increase FSA's role in working with postsecondary institutions,
contractors, and other major participants in the overall aid delivery system, to fulfill the
organization’s mission more effectively and consistently champion the promise of postsecondary
education for all Americans.

Objectives supported:

To support this strategic goal, FSA identified a set of objectives, which includes detailed initiatives
designed to assist FSA with meeting each objective. Meeting each objective will result in
accomplishing the strategic goal. The objectives that support this strategic goal include:

e Objective 1. Improve FSA’s support, communications, and processes for postsecondary and
financial institutions.

o Objective 2: Provide ideas, data, and analyses to inform policymakers about opportunities
and challenges in postsecondary education funding.

e Objective 3: Support system participants in implementing legislative, regulatory, executive,
and other requirements.

Performance Metrics measured:

To determine the success of FSA’s efforts to meet this strategic goal, FSA identified a set of
performance metrics, including a target level of performance. For this strategic goal, the following
table lists the performance metrics, prior year actual results, FY 2013 target and actual
performance levels, result (i.e., met, not met, etc.), and reference to supporting detail in the Annual
Performance Report section of this document. In summary, FSA met or exceeded the target for
both performance metrics included under this strategic goal.
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Performance Summary for Strategic Goal B

FY 2011 | FY 2012 | FY 2013 FY 2013 Reference

Performance Metrics Actual Actual Target Actual Page

Ease of Doing Business school Survey

survey (1-100 Scale) launched & 4 4 58
Percent of borrowers > 90 days o o —10 10 0

delinquent 9.9% 9.5% <=10.1% 8.3% 59

FSA Fact

Borrowers have several options available to make the repayment of federal student

loans more affordable. These options include the Income Based Repayment Plan
and the Pay as You Earn. More information about these plans and other available
options can be found at
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Strategic Goal C: Develop efficient processes and effective capabilities that are among the

best in the public and private sectors.

FSA is responsible for managing the operational functions associated with delivering Title IV
grants, work-study, and loan programs, while continually improving operating efficiency. To
maintain credibility and confidence in the overall student aid delivery system, it is important for FSA
to anticipate and plan for changes in volume that impact capacity requirements. For example, FSA
experienced a significant increase in Direct Loan originations because of the passage of the
SAFRA Act during FY 2010. As part of the ability to respond to changing demands, FSA must
consider budgetary resources available to support increasing capacity. Historically, FSA’s budget
has not grown proportionally to the increase in the volume of aid, and that is likely to remain true
going forward. As a result, FSA will need to pursue further efficiencies in order to fund the
initiatives outlined in its strategic plan.

FSA will also continue to improve its internal efficiency and capabilities across key functions,
particularly in technology, acquisition, risk management, and business management, by comparing
the current state of these functions with best practices and benchmarks across public and private
sectors. The objectives under this goal will build the foundation and capability to support the first
two strategic goals, providing better service and information to FSA customers and playing an
integral role in the overall student aid delivery system.

Strategic Goal C aims to pursue further efficiencies to free up additional resources in the operating
budget by integrating systems, improving acquisition processes, improving risk management, and
improving project management.

Objectives supported:

To support this strategic goal, FSA identified a set of objectives, which includes detailed initiatives
designed to assist FSA with meeting each objective. Meeting each objective will result in
accomplishing the strategic goal. The objectives that support this strategic goal include:

e Objective 1: Deliver funds to students accurately, efficiently, and promptly, to create high
levels of customer satisfaction.

e Objective 2: Strengthen FSA’s Information Technology (IT) function to achieve systems
modernization and active management of technology to ensure that FSA’s delivery systems
are secure and privacy of personal information is maintained.

o Objective 3: Continuously refine and manage FSA’s acquisition strategy and contract
performance to realize cost savings and operating efficiencies, and mitigate risk.

e Objective 4: Improve the organizational capacity to anticipate and manage external change.

e Objective 5: Enhance the risk management organization, systems, and processes.
Objective 6: Develop a methodology to measure and track cost reductions to increase
efficiency and productivity.

e Objective 7: Build stronger business management capabilities and increase operational
transparency to improve cross-functional coordination.
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Performance Metrics measured:
To determine the success of FSA’s efforts to meet this strategic goal, FSA identified a set of
performance metrics, including a target level of performance. For this strategic goal, the following

table lists the performance metrics, prior year actual results, FY 2013 target and actual

Performance Management

performance levels, result (i.e., met, not met, etc.), and reference to supporting detail in the Annual

Performance Report section of this document. In summary, FSA met the target for one
performance metric and did not meet the target for one performance metric.

Performance Summary for Strategic Goal C

Performance Metrics

Aid delivery costs per application

FY 2011

ual

FY 2012

$11.16

Reference
Page

60

Loan servicing costs per borrower

$21.42

61

The Direct PLUS Loan Program can be used to help pay for an undergraduate,
graduate, or professional education. For more information on the Direct PLUS

FSA Fact

Loan program, go to
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Strategic Goal D: Ensure program integrity and safeguard taxpayers’ interests.

As the nation’s largest provider of federal student assistance, FSA'’s role requires the organization
to provide careful oversight of taxpayer dollars. FSA annually disburses more than $100 billion in
aid and administers a loan portfolio valued at more than $1 trillion. Even small variances in the
financial performance of this portfolio can have a large impact on the U.S. federal budget. FSA is
committed to upholding the highest standards of integrity with the Title IV Programs and continues
to work with institutions on increased monitoring and oversight efforts.

FSA will strive to better manage taxpayer resources and minimize program costs. As part of this
goal, FSA will concentrate its limited resources on those areas that have been identified as having
the greatest potential risk for fraud and abuse. In addition, FSA will focus on data gathering and
analysis to better understand and manage FSA’s growing student aid portfolio. Through these
efforts, FSA will be able to better identify, understand, and mitigate all enterprise risks, including
the student aid portfolio risk.

Strategic Goal D aims for continuous improvement of FSA’s oversight functions to maintain
program integrity and safeguard taxpayers’ interests by using program dollars effectively and
efficiently. FSA has oversight and enforcement responsibility for almost 6,200 schools and over
1,700 financial institutions. As such, FSA must leverage and focus its resources to optimize
oversight and monitoring activities; and its administrative, sanction, and enforcement actions; when
warranted.

Objectives supported:

To support this strategic goal, FSA identified a set of objectives, which includes detailed initiatives
designed to assist FSA with meeting each objective. Meeting each objective will result in
accomplishing the strategic goal. The objectives that support this strategic goal include:

e Objective 1: Improve quality control and reduce errors, waste, fraud, abuse, and
mismanagement in the delivery of Title 1V aid.

o Objective 2: Manage funds owed to the Department and provide transparency about student
aid portfolio risk exposure.

Performance Metrics measured:

To determine the success of FSA’s efforts to meet this strategic goal, FSA identified a set of
performance metrics, including a target level of performance. For this strategic goal, the following
table lists the performance metrics, prior year actual results, FY 2013 target and actual
performance levels, result (i.e., met, not met, etc.), and reference to supporting detail in the Annual
Performance Report section of this document. In summary, FSA met the target for two
performance metrics; and did not meet the target for one metric.
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Performance Summary for Strategic Goal D

FY 2011 FY 2012 FY 2013 FY 2013 Reference

Performance Metrics Actual Actual Target Actual Page

Pell Grant Pell Grant Pell Grant
2.49% 2.10% 2.26%
Imoroper Pavment rate . Direct Loan Direct Loan | Direct Loan 62
proper Fay 0.58% 0.58% 1.03%
FFEL FFEL FFEL
1.93% 1.93% <0.005%
. Met
Direct Loan default rate 11.3% 9.6% 9.8% 9.8% ‘ 64
. Met
Collection rate* — $31.90 $34.31 $41.57 ‘ 65

*Collection Rate for the purpose of Performance Metric D.3 is defined as the amount of dollars collected from
borrowers in the fiscal year per dollar spent to collect.

FSA Fact

The Income-Based Repayment Plan is an online application recently launched by FSA,

which enables borrowers with eligible loans to apply for repayment options with
greater ease and accuracy. For more information on the Income Based Repayment
Plan, visit
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places to work in the federal government.
FSA achieved substantial improvement in operational performance after its transformation to a
PBO in 1998, successfully and reliably delivering aid under changing legislative conditions. The
results of the previous Employee Viewpoint Surveys (EVS) highlighted additional areas in need of
improvement. A significant number of FSA’s staff is eligible for retirement over the next several

years. In order to meet the performance challenges facing FSA and to fulfill its rapidly expanding
role, the organization will have to rebuild its human capital foundations.

Strategic Goal E aims to meet the performance challenges facing FSA. To do so, FSA will need to
empower its employees to accept new challenges, while ensuring the knowledge accumulated by
the retirement of experienced staff is not lost upon their departure.

Objectives supported:

To support this strategic goal, FSA identified a set of objectives, which includes detailed initiatives
designed to assist FSA with meeting each objective. Meeting each objective will result in
accomplishing the strategic goal. The objectives that support this strategic goal include:

e Objective 1: Improve the integrity of core human capital processes to attract, develop, and
retain talented FSA employees from diverse backgrounds; help them achieve their full
performance potential and recognize their contribution to FSA’s mission.

e Objective 2: Further develop a student-centric culture among all managers and employees
that will fully deliver on FSA’s mission, vision, and strategy.

Performance Metric measured:

To determine the success of FSA’s efforts to meet this strategic goal, FSA identified a performance
metric, including a target level of performance. For this strategic goal, the following table lists the
performance metrics, FY 2013 target and actual performance levels, result (i.e., met, not met, etc.),
and reference to supporting detail in the Annual Performance Report section of this document.

Performance Summary for Strategic Goal E

FY 2011 | FY 2012 | FY 2013 | FY 2013 Reference

Performance Metrics
Page

FSA Morale Index

(Subset of Questions from Government-

wide View Point Survey) - % of positive — — 57 57
responses to survey (does not include

neutral responses)

66
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Agency Priority Goal

An Agency Priority Goal is a measurable commitment to a specific result the federal government
will deliver for the American people. These goals represent high priorities for both the
administration and the Department, have high relevance to the public or reflect the achievement of
key agency missions, and will produce significant results over a 24-month period. As required by
OMB'’s guidance for implementing the Government Performance and Results Modernization Act of
2010 (Pub. L. 111-352), the Department identified a limited number of new Priority Goals for

FY 2012-13 during the budget, policy, and strategic planning processes.

These new Priority Goals reflect the importance of teaching and learning at all levels of the
education system. Because they reflect a limited number of priorities, they do not fully reflect the
agency’s strategic goals nor cover the entire agency mission. As such, FSA is not responsible for
one specific Priority Goal for FY 2012-13. Instead, FSA will continue to provide support as needed
to the Department in accomplishing the Departmental Priority Goals. For more information on the
Department’s Priority goals, see The Department's FY 2012-13 Priority Performance Goals.

FSA Fact

FSA disbursed almost $102.5 billion in direct loans during FY 2013. For more
information on the Direct Loan Program, go to
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Quality of Performance Data

Ensuring the integrity of the data required to determine performance results is a critical step in
reporting performance. For this step, FSA developed and implemented a Validation and
Verification Matrix. Specifically, FSA uses this matrix as a tool to validate the completeness and
reliability of the underlying data gathered and used to calculate each performance metric for the
reporting period, including the performance results reported in this Annual Report.

For each performance metric, this matrix is used to document the following: measurement
definition and owner; data source, availability, security procedures, and known limitations; whether
data are subject to FSA’s A-123 Internal Control Review process; and procedures for accessing
the data, calculating the performance metric, and validating and verifying the data gathered.

For a discussion of data quality and limitations for each performance metric, please see the section
Performance Results by Strategic Goal, contained in the Annual Performance Report section of
this Annual Report.
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Financial Management Discussion and Analysis

The financial management discussion and analysis provides an overview of FSA’s financial
results for FY 2013. This section is included to assist readers in understanding FSA'’s financial
results, position, and condition as portrayed in the financial statements and notes located in the
Financial Section of this report. The financial analysis discussion explains major changes in
assets, liabilities, costs, and budgetary resources. It also includes comparisons of the current
year to the prior year and discusses the relevance of significant balances and amounts reflected
in the financial statements and notes.

FSA is committed to providing sound management, financial systems, and controls to ensure
that students receive aid and repay loans according to applicable laws and regulations. FSA’s
financial statements are prepared in accordance with established federal accounting standards.
The financial statements are subject to an annual independent audit to ensure that FSA’s
financial position has been fairly presented. In FY 2013, FSA achieved an unqualified audit
opinion on its financial statements for the twelfth consecutive year.

FSA presents its financial statements and notes in the format required by the OMB Circular
A-136, Financial Reporting Requirements. For the comparative fiscal years, FY 2013 and

FY 2012, the balance sheet, statement of net cost, and statement of changes in net position
were prepared on a consolidated basis, whereas the statement of budgetary resources was
prepared on a combined basis. The Independent Auditors’ Report on these statements, which
includes the Opinion on the Financial Statements, the Report on Internal Control, and the
Report on Compliance and Other Matters, can be found in the subsection Independent Auditors’
Report.

Federal Student Aid has oversight responsibilities for over $1.0 trillion in federal student loans,
of which approximately $758.5 billion is directly owned and managed by FSA. As described in
Notes 1 and 6, FSA reports this portfolio on its balance sheet as the line item Credit Program
Receivables, net of a subsidy cost allowance to adjust the portfolio amount to its present
value. As of September 30, 2013, FSA reported $825.7 billion in Credit Program Receivables,
net of a negative allowance for subsidy cost of approximately $67.1 billion. FSA’s portfolio of
net Credit Program Receivables has seen significant growth, increasing by 22.7 percent over
the September 30, 2012 net portfolio balance. This growth continues to be driven by the
expansion of the Direct Loan program, as dictated by the SAFRA Act legislation. Operationally,
FSA must manage the resources it has available to ensure that this portfolio is serviced
efficiently and effectively, and that quality customer service is provided to its borrowers. FSA
must mitigate several risks that to ensure this portfolio is effectively managed. These risks are
discussed at the conclusion of the analysis of the financial statements.
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The FY 2013 FSA Financial Highlights tables presented below provide a condensed summary
of the significant balances in FSA’s financial statements for the current and prior years, as of
September 30, 2013 and 2012 respectively, and the percentage change between the two years.

FY 2013 FSA Financial Highlights

Condensed Balance Sheet
(Dollars in millions)

FY 2013 FY 2012  Difference ' elcentage
Change
Fund Balance with Treasury $ 69,997 | $ 78,452 | $ (8,455) (10.8)%
Credit Program Receivables, Net 825,660 672,835 152,825 22.7
Remaining Assets 1,588 1,451 137 9.4
Total Assets $ 897,245 1% 752,738 | $ 144,507 19.2%
Debt $ 851,258 | $ 714,324 [ $ 136,934 19.2%
Other Intragovernmental Liabilities 8,786 7,009 1,777 25.4
Remaining Liabilities 7,207 8,632 (1,425) (16.5)
Total Liabilities $ 867,251 | $ 729,965 | $ 137,286 18.8%
Unexpended Appropriations $ 33,595 | $ 30,361 | $ 3,324 10.7%
Cumulative Results of Operations (3,601) (7,588) 3,987 (52.5)
Net Position $ 29,994 | $ 22773 | $ 7,221 31.7%
Total Liabilities & Net Position $ 897,245 | $ 752,738 | $ 144,507 19.2%

Cost Summary

(Dollars in millions)

FY 2013 FY 2012 Difference ' crcentage
Change
Gross Cost $ 13266 | $ 35989 | $  (22,723) (63.1)%
Less: Earned Revenue (26,688) (25,306) (1,382) 5.5
Net Cost of Operations $ (13,422) | $ 10,683 | $ (24,105) (225.6)%

The Balance Sheet

The balance sheet presents the recorded value of assets and liabilities retained or managed by
FSA as of a specific point in time. The assets represent resources available for use by FSA to pay
its liabilities or to satisfy its future service needs. The liabilities are amounts FSA owes, the
probable and measurable future outflows of its resources arising from past transactions or events.
The difference between the assets and the liabilities represents FSA’s net position.

Composition of FSA Assets

The consolidated balance sheet shows that FSA had total assets of $897.2 billion as of
September 30, 2013, an increase of $144.5 billion, or 19.2 percent over the September 30, 2012
total assets balance of $752.7 billion. The difference resulted primarily from the continuing growth
of FSA’s net Credit Program Receivables, $152.8 billion, offset by decreases in its various
programs’ Fund Balances with Treasury, of $8.5 billion. Together, FSA’s Fund Balance with
Treasury and its net Credit Program Receivables accounted for over 99 percent of FSA'’s total
assets as of September 30, 2013, as illustrated in the Composition of Assets chart on the next
page. Following the Composition of Assets chart is the Comparison of Assets chart that presents
the growth of these two principal balance sheet line items over the past five fiscal years.
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Composition of Federal Student Aid’s Assets for Fiscal Years 2009-13
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Comparison of Federal Student Aid’s Assets for Fiscal Years 2009-13
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Credit Program Receivables. With a September 30, 2013 balance in the amount of

$825.7 billion, Credit Program Receivables net of subsidy allowance represent FSA’s most
important asset category and accounted for 92.0 percent of Total Assets. Credit Program
Receivables are comprised of principal, interest, and fees owed by students for Direct Loans,
TEACH Grants, Perkins loans, and FFEL loans acquired under the Conduit, Loan Participation
Purchase, Loan Purchase Commitment, and defaulted guaranteed loan programs.

The majority of the $152.8 billion increase in net Credit Program Receivables during the 12
months ended September 30, 2013 was due to the Direct Loan Program, which increased
$153.1 billion or 29.1 percent to $679.1 billion. This growth was driven by new loan originations
($102.5 billion) and consolidations ($27.4 billion), and a related increase in accrued interest
($8.3 billion). In addition, there was a $(33.2) billion increase in negative allowance for subsidy
as a result of current year subsidy transfers which arose mainly from interest rate differential,
and also from subsidy re-estimates due to interest rate re-estimates. These changes are
explained in more detail in Note 6.

Total Federal Student Aid Loan Portfolio for Fiscal Years 2009-13
(Dollars in Billions)

$900
$800 X
$700 /
$600 / /
$500 / /

$400 / /

$300 / /
$200 ~_ /
—

$100 7—-‘ i — —_—T1

$0

Credit Program Receivables, Net

FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
=== Direct Loans $152.8 $228.2 $381.5 $526.0 $679.1
=== FFEL, ECASLA Acquired Loans $57.1 $112.4 $115.7 $113.8 $108.4

FFEL, Guaranteed Loans (Non-
ECASLA) $23.9 $26.4 $32.3 $32.3 $37.4
e=pe== Other Programs $0.2 $0.3 $0.5 $0.7 $0.8
==Total Credit Proﬁlgm Receivables, $234.0 $367.3 $530.0 $672.8 $825.7

The $679.1 billion in net Direct Loan Credit Program Receivables at the end of FY 2013
comprised $613.9 billion in principal, interest, and fees, net of a negative subsidy allowance in
the amount of $65.2 billion. Of the fiscal year-end gross amount, $28.9 billion (4.7 percent) in
loan principal was in default and had been transferred to the Department’s defaulted loan
servicer, compared to $20.2 billion (4.1 percent) a year earlier. As of September 30, 2013, an
additional $1.1 billion in defaulted loans held by servicers had not yet been transferred to the
Department’s defaulted loan servicer; this amount includes defaulted Direct Loans and
defaulted loans from other loan programs.
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The increase in net Direct Loan Credit Program Receivables was offset slightly by a reduction of

$374.0 million in the net FFEL Credit Program Receivables, a 0.3 percent decrease compared
to the September 30, 2012 balance. The changes observed in both the Direct Loan and FFEL
net credit receivables are principally related to the impact of the SAFRA Act, which as of

June 30, 2010 eliminated all new loan disbursements under the FFEL Program in favor of direct

lending, and also, due to the impact of the SDCL opportunity. The latter provided an opportunity

from January 17 through June 30, 2012, for eligible borrowers who had at least one Direct Loan
Program loan or Department-held FFEL Program loan and at least one commercially-held FFEL
loan, to consolidate such loans into a SDCL. The SDCL opportunity ended on June 30, 2012,
but borrowers were allowed to add additional eligible loans within the 180-day period after the
initial SDCL had been made.

Fund Balance with Treasury. FSA’s Fund Balance with Treasury represents the funds it has
available to pay its current liabilities, make purchases and finance authorized loans to
borrowers. Treasury processes cash receipts from borrowers and cash disbursements for
FSA’s loan and grant programs. As of September 30, 2013, FSA reported a Fund Balance with
Treasury amount of $70.0 billion, a decrease of 10.8 percent over the September 30, 2012
balance. The offsetting impacts of the FFEL and Grant programs accounted for most of this
$8.5 billion change, with year-on-year changes in their Fund Balances with Treasury of
$(11.6) billion and $2.8 billion respectively. The decrease in the FFEL Fund Balance with
Treasury from $22.1 billion to $10.5 billion was principally due to decreases in new borrowings
and increased repayments to Treasury, offset by the net impact of subsidy re-estimate
transactions. The much smaller $2.8 billion increase in the Grants program Fund Balance with
Treasury to $35.0 billion was mainly attributable to decreased funding resulting from
sequestration, offset by decreased Pell and ACG/SMART grant disbursements.

Composition of FSA Liabilities

FSA’s liabilities represent probable and measurable future outflows of resources arising from
past transactions or events. As of September 30, 2013, FSA had total liabilities of

$867.3 billion, which represents an increase of $137.3 billion or 18.8 percent over the
September 30, 2012 total. The primary component of these liabilities was FSA’s Debt,

$851.3 billion or 98.2 percent of total liabilities, as shown in the Composition of Liabilities chart
depicted below.

Composition of Federal Student Aid Liabilities for Fiscal Years 2009-13
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FSA’s Debt increased 19.2 percent to $851.3 billion during the twelve months ended
September 30, 2013, primarily, as a result of new borrowings to support the growing loan
volume in the Direct Loan Program. This trend has continued throughout the past five years,
with the annual rates of increase in Direct Loan related debt averaging 33.5 percent throughout
that period compared to an overall rate of debt increase of 28.3 percent, as illustrated in the
chart below:

Comparison of Federal Student Aid Debt for Fiscal Years 2009-13
(Dollars in Billions)

$900

$800 X

$700 e
$600 / /

$500 // e
e

$200 x
/

i
$100 g —= e —
$0 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
e=g==DL Program $154.2 $237.2 $392.4 $549.3 $698.4
=== FFEL, ECASLA Acquired Loan
Program $79.1 $125.6 $124.1 $121.4 $109.2
FFEL, Guaranteed Loan (Non-
ECASLA) Program $1.5 $10.7 $29.5 $43.3 $43.3
=== Other Programs $0.1 $0.1 $0.3 $0.4 $0.5
==jie==Total Debt $234.9 $373.7 $546.3 $714.3 $851.3

During the same period, Liabilities for Loan Guarantees decreased by $5.3 billion to a negative
liability amount of $(4.2) billion, although the balance sheet actually reports a zero balance for
FY 2013. This is because the negative liability in FY 2013 was reclassified to the asset line item
Credit Program Receivables, net. The FY 2013 activity was mainly due to technical and default
subsidy re-estimates in the amount of $7.9 billion, offset by $2.6 billion in other activity
associated with negative special allowance payments. Please refer to Note 6 for details.

Other Intragovernmental Liabilities increased by $1.8 billion or 25.4 percent, of which $1.2 billion
was attributable to Direct Loan activity, and a further $0.6 billion to the FFEL program. As
detailed in Note 11, these changes result principally from a $2.3 billion increase in
miscellaneous receipt accounts, representing an increased liability for downward subsidy re-
estimates resulting from updated economic assumptions, including probabilistic estimating,
discount rates, and interest rates. This was offset by a $0.5 billion reduction in capital transfers.
When executed, the downward subsidy re-estimates will be paid to the General Fund of
Treasury. Please refer to Note 11 for further details.
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Statement of Net Cost

The Statement of Net Cost is the federal financial statement that presents the net cost of
operations for FSA programs. FSA net cost is the gross cost incurred during its operations less
any revenues earned from its activities.

Composition of FSA Net Cost for Fiscal Years 2009-13
(Dollars in Billions)
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$-

$(10.000)
$(20.000)
$(30.000)
$(40.000)
$(50.000)
$(60'000) FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
s DL Program $(9.603) $(1.567) $(28.631) $(10.720) $(39.557)
msss FFEL Program $(30.561) $(15.332) $(14.825) $(14.018) $(8.753)
== Grant Program $17.262 $26.750 $38.947 $34.224 $33.508

mmmm Other Programs $0.761 $0.906 $1.109 $1.174 $1.380

mmmm Recovery Act $7.664 $8.920 $0.027 $0.023 $-
et Total FSA Net Cost|  $(14.477) $19.677 $(3.373) $10.683 $(13.422)

FSA’s net costs in FY 2013 decreased $24.1 billion or (225.6) percent to a negative net cost of
$13.4 billion compared to a positive net cost of $10.7 billion in FY 2012. In other words, total
costs decreased compared to the same period last year, and the excess of revenues over
expenses increased. The net change was the result of both a $22.7 billion decrease in Gross
Costs and a $1.4 billion increase in Earned Revenue, with each of these changes being
attributable primarily to the Direct Loan Program.

Net costs associated with the Direct Loan Program decreased by $28.8 billion or 269 percent to
$(39.5) billion during the twelve months ended September 30 2013, compared to the same
period during the prior fiscal year, as a result of a decrease in the Direct Loan program subsidy
expense of the same amount. There was a $12.5 billion downward adjustment of re-estimated
subsidy cost compared to a $12.2 billion upward adjustment the prior year, representing an
overall decrease in Direct Loan Program subsidy cost of $24.7 billion. In addition, there was a
further $4.1 billion increase in negative costs (i.e., net cost reduction) due to current year Direct
Loan subsidy transfers, mainly attributable to the interest rate differential.

The other significant change in FSA’s net costs in the twelve months ending September 30, 2013
versus 2012, was the offsetting $5.3 billion increase in FFEL program net costs. Of this total
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cost increase, $3.9 billion was due to FFEL Guaranteed Loan Program Subsidy re-estimates and
a further $1.9 billion resulted from Loan Participation Purchase and Loan Purchase subsidy re-
estimates.

Note that subsidy expenses are the estimated costs of funding Direct Loans and the loan
guarantees for FFEL loans. The amount of the subsidy expense equals the present value of
estimated cash outflows over the life of the loans minus the present value of estimated cash
inflows. Please refer to Note 6 for further details on subsidy related expenses.

Statement of Changes in Net Position

The Statement of Changes in Net Position presents those amounts that caused the net position
section of the balance sheet to change from the beginning to the end of the reporting period.

FSA’s net position as of September 30, 2013, was $30.0 billion, an increase of $7.2 billion, or
31.7 percent over the previous September 30 net position of $22.8 billion. The difference
reflects an increase in unexpended appropriations of $3.2 billion that mainly related to grant
programs, together with an increase in cumulative results of operations in the amount of

$4.0 billion relating principally to unfunded upward subsidy re-estimates, other unfunded
expenses and net investments of capitalized assets in the Direct Loan Program.

Statement of Budgetary Resources

The Statement of Budgetary Resources compares the budgetary resources provided with the
status or execution of those resources. It also details the composition of the resources and
shows the amount of net outlays. Appropriations are available to cover the subsidy cost of each
loan program and administrative expenses. Subsidy expense represents the difference
between the net present value of expected future cash flows and the face value of each loan
portfolio. Appropriation authority is available as needed on a permanent basis to finance costs
resulting from loans guaranteed in the years before FY 1992. The Pell Grant Program receives
appropriations to cover actual grant disbursements.

This statement shows that as of September 30, 2013, FSA had $312.5 billion in combined
budgetary resources, of which $13.1 billion remained unobligated and unapportioned. This
$13.8 billion change compared to September FY 2012 represented a 4.2 percent decrease
compared to combined budgetary resources a year earlier of $326.3 billion, of which

$20.4 billion were unobligated and unapportioned. The FFEL program accounted for

$13.7 billion of this reduction in budgetary resources, mainly due to the decrease in current year
borrowing authority for the FFEL Guaranteed, Loan Participation Purchase and Loan Purchase
Commitment programs.

FSA had total net outlays as of September 30, 2013 of $140.9 billion, a decrease of $22.8 billion
or 13.9 percent compared to the prior September 30 total of $163.8 billion. The Direct Loan
program accounted for $20.2 billion of this change, mainly due to a $14.2 billion increase in
budgetary Distributed offsetting Receipts arising from increased downward subsidy re-estimates
that resulted from interest rate differential, together with increased negative subsidy. This
change was accompanied by an increase in non-budgetary Actual Offsetting Collections
(Discretionary and Mandatory) in the amount of $6.4 billion, representing an increase in the
actual amount of principal, interest, and fees collected from borrowers net of a decrease in the
current fiscal year appropriation received.
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More details on FSA’s sources of funds and spending are presented in the Schedule of
Spending located in the Other Information section. This schedule includes the sections, What
Money is Available to Spend and How Was the Money Spent.

Financial Management Risks

As mentioned previously, FSA must mitigate several financial management risks in order to
protect borrower and taxpayer interests. While not directly reflected on the financial statements
as detailed, they are overarching risks going forward that cannot be ignored. These risks
include:

System/Service Implementations. Over the next few years, FSA will continue to re-compete
contracts associated with several of its major business processes, primarily those that focus on
application processing, loan and grant origination and disbursement, loan consolidation, and
defaulted debt servicing and collection. Some recent major implementation efforts continue to
be very successful, including the additional Not-For-Profit (NFP) Servicers and Title IV
Additional Servicers (TIVAS) servicing capacity, the transition of TEACH grant processing, and
the initial phases of FSA’s Enterprise Identity Management Services. In addition, as further
detailed in the Analysis of Systems, Controls and Legal Compliance section, FSA has
remediated material weaknesses in the conversion to the new Debt Management and Collection
System (DMCS2). The remaining significant deficiencies are continuing evidence of the
significant financial management risks associated with the conversion to new systems.
Exacerbating this risk associated with contract re-competes are the numerous program changes
that FSA has been asked to implement in recent years, and which will continue to be required of
FSA into the foreseeable future.

To prevent future weaknesses in its processes and controls as new servicers are brought on
board, FSA has initiated a number of improvements in its system or servicer implementation
process. For example, FSA created a baseline Enterprise Sequencing Plan and performs a
monthly review of its Investment Portfolio, identifying and resolving any emerging issues with
the portfolio. In addition, FSA established new enterprise-wide teams, such as the Servicer
Monitoring Group, and new monitoring tools, such as the monthly Financial Monitors Report, to
closely monitor dozens of financial metrics for all loan servicing contractors, including DMCS2.

Administrative Budget and Government Shutdowns. The Budget Control Act of 2011 put
into place an automatic process of across-the-board reductions in budgetary resources, known
as a sequestration, which would be required if a bill containing at least $1.2 trillion in deficit
reductions was not enacted prior to March 1, 2013. Because the legislation was not enacted
prior to that date, the sequestration went into effect. The sequestration did not only impact
2013, but will also impact all years up through 2021.

Because most of FSA’s servicing costs, and all personnel costs, are administrative in nature,
any reduction in the funds available may impact FSA'’s ability to appropriately service borrower
accounts. Many of the organization’s costs are driven by volume activities, such as grant/loan
origination and disbursement, and loan servicing. For example, loan servicing costs are driven
by the number of borrower accounts, the status of a borrower’s loan(s) (e.g., In-School,
Repayment, Deferment\Forbearance), and when the borrowers’ loans are disbursed. Grant and
loan origination and disbursement costs are driven by the number of originations and
disbursements. The budgeting formulation process generally sets the initial budget for a fiscal
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year 18 months before the start of that fiscal year. However, even a small variation in any of
FSA'’s volumes can significantly impact its budget. This places all other expenditures and plans
associated with those expenditures at-risk. This risk must be managed as long as the federal
government pays for mandatory Direct Loan expenditures using discretionary administration
funding.

In addition, at the beginning of FY 2014, Congress did not pass appropriation legislation,
resulting in a federal government shutdown. As a result of the shutdown, FSA suspended many
of its operational controls, as they were not deemed excepted activities. This, in turn, increased
financial management costs and risks. For example, delays in administrative payment
processing will likely result in a significant increase in Prompt Pay interest in FY 2014. Also,
suspended program compliance activities will likely result in delays in the identification and
remediation of program findings at schools, lenders, lender servicers, and guaranty agencies.
The full impact of this government shutdown will be more thoroughly analyzed during the first
quarter of FY 2014. Any future shutdowns will further limit operational controls and increase
financial management costs and risks.

Improper Payments. Based on OMB criteria, risk susceptible programs administered by FSA
include Direct Loan Program, FFEL Program, and Pell Grant Program. FY 2013 outlays for
these programs were as follows:

e Direct Loan Program — $102.5 billion

e FFEL Program — $10.8 billion (interest and special allowance subsidies to Lenders and
reinsurance claims and fees to Guaranty Agencies)

e Pell Grant Program — $32.3 billion

Risks include undetected fraud, waste, and abuse. For more information regarding FSA’s
assessment of improper payment risk and planned strategies to mitigate this risk, please refer to
the Improper Payments Reporting Details narrative in the Other Information section located in
the Department's Agency Financial Report (AFR).

Debt Collection. As of September 30, 2013, the Department managed a Net Credit Program
Receivable portfolio of approximately $825.7 billion, an increase of 22.7 percent from FY 2012.
This portfolio includes FSA’s Direct Loan Program, FFEL Program (guaranteed loans held by
guaranty agencies or FSA), FFEL loans acquired via authorization of the ECASLA, Federal
Perkins Loans Program, and TEACH Program receivables. FSA realizes that as the size of the
loan portfolio significantly grows from year to year, so does the level of financial risk associated
with the collections on these loans.

To ensure that FSA maximizes collections, while minimizing defaults and negative borrower
impacts, FSA has been working with the Department, Treasury, and OMB to implement more
effective performance metrics. For example, through coordinated efforts with an OMB/Treasury
Debt Collection working group, FSA has clarified the requirements of the Treasury Report on
Receivables and begun implementing those clarified requirements with all 13 of its current loan
servicing contractors. These more detailed and consistent performance metrics will assist FSA,
the Department, and the federal government in making more informed debt collection decisions.

Guaranteed Loan Portfolio. As of September 30, 2013, the $423.0 billion guaranteed loan
portfolio (non-ECASLA FFEL) included $264.0 billion in principal balances owned by private
lenders and $153.4 billion in principal, interest and fees held by FSA (unassigned serviced by
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guaranty agencies or assigned serviced by FSA). This is an overall reduction by 6.4 percent of
the FFEL portfolio since the end of last fiscal year. Because the SAFRA Act eliminated the
origination of guaranteed FFEL loans, FSA needs to ensure that the infrastructure (i.e.,
participating organizations processes, controls, and systems) are sufficient to administer federal
student loans consistent with relevant laws and regulations.

On August 14, 2013, the Secretary invited guaranty agencies with agreements to participate in
the FFEL Program to submit requests to enter into a Voluntary Flexible Agreement (VFA).
Guaranty agencies whose requests are accepted will operate under the requirements of the
VFAs in lieu of the guaranty agency agreements established under the HEA. The Secretary
intends to enter into VFAs with a small number of guaranty agencies (likely three or fewer) that
will assume responsibility for all or some of the defaulted and non-defaulted FFEL Program
loans transferred to it by the Secretary from a guaranty agency whose HEA agreements with the
Secretary are, or will be, terminated.
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FSA management adheres to the Government Accountability Office (GAO) published
guidance on internal control and recognizes that internal control is an integral part of
managing an organization. Internal control includes the plans, methods, and procedures
that are used to meet the organization’s missions, goals, and objectives. In carrying out
these components of internal control, FSA supports an environment for performance-based
management. Internal control also serves as the first line of defense in safeguarding
assets, and preventing and detecting errors and fraud. Internal control helps government
program managers achieve desired results through effective stewardship of public
resources.

Internal control should provide reasonable assurance that the objectives of the agency are
being achieved in the following categories:

o Effectiveness and efficiency of operations, including the use of the entity’s resources;

¢ Reliability of financial reporting, including reports on budget execution, financial
statements, and other reports for internal and external use; and

e Compliance with applicable laws and regulations.?

FSA management is responsible for establishing and maintaining effective internal control
and financial management systems that meet the objectives of the Federal Managers’
Financial Integrity Act of 1982. FSA conducted its assessment of the effectiveness and
efficiency of its internal controls over operations and compliance with applicable laws and
regulations in accordance with OMB Circular A-123, Management’s Responsibility for
Internal Control (OMB Circular A-123). Based on the results of this assessment, FSA
reported to the Department’s management that its internal control over operations and
compliance with applicable laws and regulations, as of September 30, 2013, was operating
effectively.

In 2012, FSA identified and reported two material weaknesses related to the ACS
Education Servicing System (ACES) and DMCS2 system conversion and/or functionality
issues that impacted Direct Loan and FFEL servicing and default systems and processes
operated under the Common Services for Borrowers agreement with Xerox Education
Solutions, Limited Liability Corporation (Xerox, LLC) which was formerly Affiliated
Computer Services, Incorporated. Corrective actions taken in FY 2012 and FY 2013
sufficiently remediated the underlying conditions such that, for the year ended September
30, 2013, the remaining deficiencies no longer aggregate to a material weakness. Please
refer to the Management’s Assurances section within the Management’s Discussion and
Analysis of the Department’s FY 2012 AFR for additional information on these material
weaknesses and to this same section, as well as the Analysis of Systems, C